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SUMMA RY 


Romania's centrally planned economy maintained its high industrial 
growth rate into 1974, probably exceeding even the impressive 14.7 
percent expansion registered in 1973, but still may not be quite 
enough to meet the very high target set in the yearly plan. Agri- 
cultural output in 1973 held to the same level as the previous year 
and may also be prevented from significant gains in 1974 because of 
continued poor weather conditions. The foreign sector ended 1973 
in good condition with a surplus in the trade account, but could 
now be running over some rough spots because of high import and 
credit costs, and poor performance in agriculture. The short term 
prospects are for continued high industrial growth with some tighten- 
ing up of nonessential foreign exchange spending and an accented 
effort on exports. Longer term plans call for a slight easing off 
of the industrial rate of growth as the capital structure base 
itself expands; investment will be held at the same high levels. 
The orientation of priorities in Romania's development plan opens 
new possibilities for US firms in the fields of petrochemicals, 
chemicals, electrical energy, metallurgy, and machinery, including 
electronics and machine tools, Bilateral US-Romanian trade should 
aaa $300 million turnover in 1974 and could surpass $500 million 
in 1976, 





CURRENT ECONOMIC SITUATION AND TRENDS 


Industry 


Still expanding by impressive yearly gains, even compared to other 
swiftly industrializing nations, industrial output for 1974 may fall off 
only slightly from the very high growth rate set for it in the sharply 
upgraded 1974 yearly plan. Under a highly centralized, communist 
economic system, Romania has been able to direct its investment (about 
one-third of the national income) into economic development based on 
industrial growth, and as a result has attained an industrial growth 
rate which is still among the highest in the world, according to figures 
released by the Romanian Government. Great efforts have gone into 
improving efficiency and quality, still the most serious operational 
problems facing the industrial sector, in a strong push to improve the 
return on investment and to maintain a vital cash flow margin, but it 

is clear there is yet much to be done. At the same time, however, high 
import costs, material shortages, and loss of revenue from reduced 
agricultural exports, which could have an adverse effect on the payments 
situation, may brake industrial expansion somewhat this year. In the 
longer run, since the industrial base itself has already expanded 
enormously in recent years, the sector could very well be moving into 

an adjustment phase in which it may be possible to consolidate its 

base and increase its overall efficiency over a period of somewhat 
decelerated industrial growth, projected at 9-10 percent per year for 
the 1976-1980 five year plan compared to 11-12 percent yearly growth 
called for in the current plan. The 1976-1980 plan guidelines show, 
however, that the economy's fundamental direction toward development 
heavily based on industrial expansion and supported by a high, planned 
investment rate will continue, 


Agriculture 


A current weak spot, agricultural production has been hampered by a 

run of bad weather which has continued to pull down output from its 
high point reached in 1972. Cereals, long the most important crop in 
the sector, have been especially hard hit, and no major recovery is 

in sight for this year. A program of more extensive irrigation, greater 
mechanization, and increased use of fertilizers and other agricultural 
chemicals, as well as the development of hardier and higher yield seed, 
is already underway to make the best of poor weather conditions and 

to improve future output. Nevertheless, another poor year in 1974 

could have widespread repercussions throughout the economy possibly 
affecting exports in which agricultural products still hold an important 
share, domestic food supplies (also applying more pressure on the price 
system), or even causing Romania to turn to agricultural imports to 
supplement internal sources, 





Trade 


Romania's foreign trade has expanded dramatically and continues to grow 
in 1974, but not without some imbalances which have recently appeared, 
and which are being given special attention by the government. The 
sector is currently being battered by increased prices on its import 

bill as well as by higher interest rates for trade credits. Neither 

has import substitution from domestic sources been able to check the flow 
of high-cost, high-technology goods from abroad which are required to 
feed industrial growth. It is here that the Romanian "battle for 
guality" in its domestic industry becomes vitally important to the export 
trade sector, which is fighting its own battle to compete in sophisticated 
western markets with a market basket of goods in which the percentage 

of Romanian manufactured goods continues to grow. It is here also that 
agricultural results could have their most telling impact and could make 
the difference between a surplus and a deficit year, 


Wages and Prices 


Recent wage increases will boost salaries above the average planned 

for 1974 and will also raise the minimum wage to a higher point than 
planned. Wage increases are highest for workers currently earning least, 
in keeping with Romania's policy of reducing salary differences,and in 
some cases go as high as 30 percent. Agriculture, where income has been 
well below that in industry, is a major beneficiary of the recent pay 
boosts. At the same time, however, the price structure is showing the 
effects of increased worldwide material costs as the government juggles 
domestic prices to stay near the planned overall price increases. Never- 
theless, higher prices have been passed on to the consumer for such 
items as gasoline, fuel oil, wood, paper and building materials. 


Outlook for the Remainder of 1974 


The Romanian economy will most probably continue its remarkable 
industrial growth record throughout the rest of 1974. Current factors 
of low agricultural output, increased import and credit costs and their 
resulting adverse impact on the payments picture could cause some short- 
term problems, and will probably be met by stronger and more diversified 
export efforts, paring down of imports, more austerity at home, and 
possibly increased borrowing from abroad. The need to consolidate gains 
and to plan for long-term industrial growth from the base of an already 
expanded capital structure may have given the Romanian Government, 
already demonstrably willing to experiment with new organizational forms, 
an additional incentive to do some structural and organizational reshuf- 
fling, and it may also have eased some of the pressure behind more 
ambitious plans for future industrial growth. 





IMPLICATIONS FOR THE UNITED STATES 


Trade Trends 


The graph of US-Romanian trade moved up sharply in the last three years 
and continues to climb in 1974. Our bilateral trade expansion, in 

fact, outpaces the growth of Romania's overall trade, and from all 
indications will probably continue to do so over the next few years. 

At this present rate, total turnover in US-Romanian trade should well 
exceed $300 million at the end of 1974, and projections call for over 
$500 million trade turnover by the end of 1976. Because of the makeup 
of Romania's domestic resources and the economy's present stage of 
development, American exporters are presented with a widely varied 
market that covers both raw materials and highly engineered technical 
products. The market for basic materials not available to Romania from 
domestic sources, as well as the need for more sophisticated equipment 
and technology to expand its industrial base, provides a good and growing 
potential for US exports. 


Romanian Priority Sectors 


While government planners have long followed a policy of diversified 
economic growth, certain industries play a more important role than others, 
and some are slated for more emphasis in the near future. Among the 
high-growth priority sectors are electrical energy, petrochemical and 
chemical industries, metallurgy, and the general machinery industry, 
especially fine mechanics and electronics, Electrical energy production 
now relies primarily on thermal power, but plans call for expansion in 
thermal, hydro-based, and nuclear stations. The petrochemical and chemical 
industries will concentrate on oil processing and the manufacture of 
products such as synthetic fibers, plastics, synthetic rubber, and agri- 
cultural chemicals. In the general machinery industry the emphasis will 
fall on electronics, machine tools, transport equipment, and automation. 

In ferrous metallurgy, Romania is tailoring its production primarily to 
the needs of the machine building sector by stepping up the output of 

high alloy and special steels. On the nonferrous side, the principal 
stress is on aluminum and copper, with limited ventures into certain rarer 
metals, and the preparation of concentrated uranium ore. 


Best Trade Prospects 
Power Production and Distribution 


Installed capacity at the end of 1973 was 9,357 MW, of which almost 75 
percent was thermal, about 20 percent hydro-based and the remainder in 
diesel and gas turbine. Plans over the next six years include the instal- 
lation of additional plants with capacity of about 6,000 MW, over half of 
which will be thermal plants using domestically available fuels, primarily 
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coal and gas. Romania also plans to begin the construction of nuclear 
power plants. These ambitious plans should open the way for new oppor- 
tunities in a field not previously explored in depth by US firms, includ- 
ing production equipment, transmission lines, new technology (especially 
in the use of lower grade solid fuels), engineering and construction, 


Petrochemicals and Chemicals 


Forming a historically strong base for Romanian industry, the chemical 
sector will continue to be one of the fastest growing areas with the 
highest investment rates. Output in this already well-developed sector 
should almost double by 1980. However, because of the relatively 
advanced level of technology in this industry, US firms should concentrate 
on new methods and products, and on the sale of precision equipment for 
production, control and testing. Synthetic fibers, especially glass 
fibers; plastics as a substitute for metal, wood and leather; synthetic 
rubber, especially polyisoprenic; rubber products; and agricultural 
chemicals including both ammonia and phosphorus-based fertilizers, 
herbicides, insecticides and biostimulants, should take most of the 
emphasis and investment, and as a result should be the most fertile areas 
for new business. 


Machinery and Equipment 


Concentration in this broad field, according to government planners, will 


be in the fields of fine mechanics and optics, metal-cutting machine 
tools, and the electronic industries. Here again US businessmen should 
concentrate on high technology products and know-how, especially automa- 
tion equipment, and new production machinery which can increase productiv- 
ity levels. Some specific priority projects under active consideration 
and likely to be concluded soon are in the product categories of large 
roller bearings, heavy trucks (50 tons to 100 tons), earth moving equip- 
ment, and offshore oil exploration equipment and technology. Transport 
equipment could also be included as an area of potential for US firms. 
Shipbuilding is a growing industry in Romania as is the production of 
locomotives and automobiles; while not large by world standards, these 
are nevertheless areas of new potential for US firms wishing to get in 
at the initial stages of industry growth. Another related sector, the 
production of metals and metal products for use in the machine building 
industry, also offers good possibilities for American business particip- 
tion. Here the principal stress in terms of level of investment will be 
on high-alloy and special steel for machine tools and on aluminum, 
Romania should also provide a good market for American technology and 
equipment in working some of the rarer metals, particularly cadmium, 
selenium, bismuth, titanium, and zirconium, as well as the preparation 
of concentrated uranium ore. Overall, the field for US exports of 
production machinery and know-how, and for capital goods in general is 
open for increased business. 
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Other Ways of Doing Business 


Romania is the first of the COMECON nations to pass legislation provid- 
ing for non-Romanian firms to establish commercial offices and to make 
direct capital investment (up to 49 percent ownership) in production 
enterprises in Romania. This provides a unique opening to US firms 
interested in initiating or enlarging their East-West trade business 

in a communist country where the trade growth trend is definitely up. 
American businessmen should be aware that initial problems sometimes 
crop up in establishing this kind of business relationship in a 
relatively new and untried situation, but the results could be well 
worth the effort. The licensing and sale of technology or a combination 
of equipment and technical assistance is often a quick way into this 
industrially developing market, as is the willingness to arrange barter 
trade packages. An often overlooked opportunity which should also be 
examined is the provision of the Romanian law which allows more than 

49 percent foreign ownership in a joint venture if the new company is 
located in a third country. This allows foreign companies to make use of 
the special features of Romanian participation which could include lower 
labor costs, background in certain fields (such as petrochemicals and 
chemicals), and access to new markets, In short, penetration of the 
Romanian market can be approached in fairly flexible terms compared to 
many communist countries. 
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